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(c) Treatment of income. Any income
in respect of which an election de-
scribed in paragraph (a) of this section
is in effect, and any interest to which
paragraph (b) of this section applies,
shall be treated, for purposes of para-
graph (b)(2) of §1.882-1 and paragraph
(a) of §1.1441-4, as income which is ef-
fectively connected for the taxable
year with the conduct of a trade or
business in the United States by the
foreign corporation. A foreign corpora-
tion shall not be treated as being en-
gaged in trade or business in the
United States merely by reason of hav-
ing such income for the taxable year.

(d) Effective date. This section applies
for taxable years beginning after De-
cember 31, 1966. There are no cor-
responding rules in this part for tax-
able years beginning before January 1,
1967.

[T.D. 7293, 38 FR 32798, Nov. 28, 1973]

§1.882-3 Gross
corporation.

(a) In general—(1) Inclusions. The
gross income of a foreign corporation
for any taxable year includes only (i)
the gross income which is derived from
sources within the United States and
which is not effectively connected for
the taxable year with the conduct of a
trade or business in the United States
by that corporation and (ii) the gross
income, irrespective of whether such
income is derived from sources within
or without the United States, which is
effectively connected for the taxable
year with the conduct of a trade or
business in the United States by that
corporation. For the determination of
the sources of income, see sections 861
through 863, and the regulations there-
under. For the determination of wheth-
er income from sources within or with-
out the United States is effectively
connected for the taxable year with the
conduct of a trade or business in the
United States, see sections 864(c) and
882 (d) and (e), §§1.864-3 through 1.864-7,
and §1.882-2.

(2) Ezxchange transactions. Even
though a foreign corporation which ef-
fects certain transactions in the United
States in stocks, securities, or com-
modities during the taxable year may
not, by reason of section 864(b)(2) and
paragraph (c) or (d) of §1.864-2, be en-
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gaged in trade or business in the
United States during the taxable year
through the effecting of such trans-
actions, nevertheless it shall be re-
quired to include in gross income for
the taxable year the gains and profits
from those transactions to the extent
required by paragraph (c) of §1.881-2 or
by paragraph (a) of §1.882-1.

(3) Exclusions. For exclusions from
gross income of a foreign corporation,
see §1.883-1.

(b) Foreign corporations not engaged in
U.S. business. In the case of a foreign
corporation which at no time during
the taxable year is engaged in trade or
business in the United States the gross
income shall include only (1) the gross
income from sources within the United
States which is described in section
881(a) and paragraphs (b) and (c) of
§1.881-2, and (2) the gross income from
sources within the TUnited States
which, by reason of section 882 (d) or
(e) and §1.882-2, is treated as effectively
connected for the taxable year with the
conduct of a trade or business in the
United States by that corporation.

(c) Foreign corporations engaged in
U.S. business. In the case of a foreign
corporation which is engaged in trade
or business in the United States at any
time during the taxable year, the gross
income shall include (1) the gross in-
come from sources within and without
the United States which is effectively
connected for the taxable year with the
conduct of a trade or business in the
United States by that corporation, (2)
the gross income from sources within
the United States which, by reason of
section 882 (d) or (e) and §1.882-2, is
treated as effectively connected for the
taxable year with the conduct of a
trade or business in the United States
by that corporation, and (3) the gross
income from sources within the United
States which is described in section
881(a) and paragraphs (b) and (c) of
§1.881-2 and is not effectively con-
nected for the taxable year with the
conduct of a trade or business in the
United States by that corporation.

(d) Effective date. This section applies
for taxable years beginning after De-
cember 31, 1966. For corresponding
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rules applicable to taxable years begin-
ning before January 1, 1967, see 26 CFR
1.882-2 (Revised as of January 1, 1971).

[T.D. 7293, 38 FR 32799, Nov. 28, 1973]

§1.882-4 Allowance of deductions and
credits to foreign corporations.

(a) Foreign corporations—(1) In gen-
eral. A foreign corporation that is en-
gaged in, or receives income treated as
effectively connected with, a trade or
business within the United States is al-
lowed the deductions which are prop-
erly allocated and apportioned to the
foreign corporation’s gross income
which is effectively connected, or
treated as effectively connected, with
its conduct of a trade or business with-
in the United States. The foreign cor-
poration is entitled to credits which
are attributable to that effectively
connected income. No provision of this
section (other than paragraph (b)(2))
shall be construed to deny the credits
provided by sections 33, 34 and
852(b)(3)(D)(ii) or the deduction allowed
by section 170.

(2) Return necessary. A foreign cor-
poration shall receive the benefit of
the deductions and credits otherwise
allowed to it with respect to the in-
come tax, only if it timely files or
causes to be filed with the Philadelphia
Service Center, in the manner pre-
scribed in subtitle F, a true and accu-
rate return of its taxable income which
is effectively connected, or treated as
effectively connected, for the taxable
year with the conduct of a trade or
business in the United States by that
corporation. The deductions and cred-
its allowed such a corporation electing
under a tax convention to be subject to
tax on a net basis may be obtained by
filing a return of income in the manner
prescribed in the regulations (if any)
under the tax convention or under any
other guidance issued by the Commis-
sioner.

(3) Filing deadline for return. (i) As
provided in paragraph (a)(2) of this sec-
tion, for purposes of computing the for-
eign corporation’s taxable income for
any taxable year, otherwise allowable
deductions (other than that allowed by
section 170) and credits (other than
those allowed by sections 33, 34 and
8562(b)(3)(D)(ii)) will be allowed only if a
return for that taxable year is filed by

26 CFR Ch. | (4-1-03 Edition)

the foreign corporation on a timely
basis. For taxable years of a foreign
corporation ending after July 31, 1990,
whether a return for the current tax-
able year has been filed on a timely
basis is dependent upon whether the
foreign corporation filed a return for
the taxable year immediately pre-
ceding the current taxable year. If a re-
turn was filed for that immediately
preceding taxable year, or if the cur-
rent taxable year is the first taxable
year of the foreign corporation for
which a return is required to be filed,
the required return for the current tax-
able year must be filed within 18
months of the due date as set forth in
section 6072 and the regulations under
that section, for filing the return for
the current taxable year. If no return
for the taxable year immediately pre-
ceding the current taxable year has
been filed, the required return for the
current taxable year (other than the
first taxable year of the foreign cor-
poration for which a return is required
to be filed) must have been filed no
later than the earlier of the date which
is 18 months after the due date, as set
forth in section 6072, for filing the re-
turn for the current taxable year or the
date the Internal Revenue Service
mails a notice to the foreign corpora-
tion advising the corporation that the
current year tax return has not been
filed and that no deductions (other
than that allowed under section 170) or
credits (other than those allowed under
sections 33, 34 and 852(b)(3)(D)(ii)) may
be claimed by the taxpayer.

(ii) The filing deadlines set forth in
paragraph (a)(3)(i) of this section may
be waived if the foreign corporation es-
tablishes to the satisfaction of the
Commissioner or his or her delegate
that the corporation, based on the
facts and circumstances, acted reason-
ably and in good faith in failing to file
a U.S. income tax return (including a
protective return (as described in para-
graph (a)(3)(vi) of this section)). For
this purpose, a foreign corporation
shall not be considered to have acted
reasonably and in good faith if it knew
that it was required to file the return
and chose not to do so. In addition, a
foreign corporation shall not be grant-
ed a waiver unless it cooperates in the
process of determining its income tax
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